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DELAY IT AN)THER. BUT SIVIET SUPPLY ALTZRGATIVES wILL
PERMIT CONTRACTED DELIVERIZS AND FOREIGN EXCHANGE
TAININGSS
-~ EUROPZAN DETERIMINATION TO COMPLETE THE PIPELINE AND
UeSe DESIRE TO LFUERAGE SOVIET BEHAVIOR IS BEST ACCOMMO~
DATED BY AL_OWING EXISTING CONTRACTS AND RZISTRICTING
FUTURT SUPPLIESS
-- LARGE SCALE GA3 TURBIVE PRODUCTION CAPABILITY WILL NOW
SHIFT TO EUROPE AMD JAPA, SERIOUSLY UNDERCUTTING A RANGE
OF FUTURT UsSe EXPORTS A4D CONTROLSe GF EXPZICTS SERIOUS
DIFFICULTY IM RENEWING UPCOMING PRODUCTION AGPEEMEMTS.
END 3UMMARY.
3. FMBOFF MFT FEBRUARY 12 WITH R. MCCABE, DIRECTCR OF
JOHM BROWN INMGINEERING LTDey AND Je MCDOWELL OF THEIR
SUBSTDIARY JOHM BROYN ENGINEERING GAS TURBINES LTDe THEY
HAD REQUTSTID THE MEETINSG IN LONDON TO SEE DIANE SMITH
OF T4T SINATE FOREIGN RELATIONS COMMITTEE STAFF AT THE
SUGGESTIDN JF THT BRITISH IMBASSY IN WASHINGTONe ODUE TO
SCHEDULIMG PROBLIMSs MSe. SMITH WAS PRESENT FOR ONLY ABOUT
HALF THE MEZ7ING. WE UNDERSTAND MCCABE ME: wITH DAS
ALLFM WENDT AT STATE AND DAS BO DENYSYK AT COMMERCE VERY
RECEMTLYy S) SOME OF THE FOLLOWING VIEWS MAY BE AVAILABLE
ALREADY TO 4ASHINGTON. o5 HAVI NOT ATTEMPTED TO VERIFY
ASPECTS OF THE CONVERSATION, PARTICULARLY “HE ALLEGATIONS
OF FRENCH 6)VERNMENT ACTIONS TOWARDS ALSTHJIM, AEG PLANS,
OR SOVIFT/CZECH TURBINF PRODUCTINN ABILITY.
POSITION OF JOHN BROWNI

® o

4, MCCABE SAID THAT JOHY BROWN ENGINEERING LTDs. WAS
CONTINUING 4DRK ON THE SIX TURBINES FOR W“HICH THEY HAD GE
ROTORSe THI ROTORS HAVE BIEN IN THE UK SINCE 1978 THE
COMPANY IS [MNCURRING DPERATING COSTS OF APPROXIMATELY $20
MILLIDN EACH MOMTHe. IF THEY FAIL TO MOVE FORWARD

ON THE PIPE_INE CONTRACT, THEJIR LOSSES #WOULD BE APPROXI-
MATELY 100 MILLIDN DOLLARS. BOTH MEM STATED CATEGORICALLY
YHAT THZ FIRM WOULD NOT 3URVIVE A TERMINATION OF THE
CONTRACY DUZ BOTH 70 THE L3SS OF BUSINESSy AND THE LOSS OF
THEIR PERFDIMANCI BOND A4D BREACH OF CONTRACT LIABILITY

YO THE SOVIZVSe MOST OF "HE 2,000 PEOPLI «HO WOULD BE
LAID OFF WOULD NOYT FIND ALTEANATIVE EMPLOYMENY IN THE
ALREADY VERY DEPRISSED GLA3SGOW AREA. THIY STRESSED THAT
THE POLITICAL REPZIRCUSSIONS #OULD BE SEVERZ AND THEY HAD
DIFFICULTY COMCEIVING THAT THE GOVERMNMENT 40ULD SIT BY AND
LEYT "HE COM?ANY G0 UNDER DUE YO UeSe ACTIONSe UP TO NOWy
HMG QUITTLY HAS PUT PRESSURE ON JOHN BROWN TO TAKE A
CONCILIATORY ATTITUDE AND NOT TRY TO EVADE THE US EXPORT
RESTRATICTIONS e COMPANY OFFICIALS SEEM YO BELIEVE. HOWEVER,
THAT AT THE END n= THE DAYy THT RRITICH GOYERNMEMTY COULD
NOY SUPPORT "HE TDEA THAT THE US HAS JURISHDICTION OVER
RQIDIS NXW [ M THFE LK,

S5e MCCABE 4AS VERY CONCIRNED OVZR INC

PRESSU JTHE FIRMS THE ENTIRE ISSUE FOR THE COMPANY
MAY BE FORCID 70 A HEAD AITHIM THE NEXY TwWd WEEKSe THE
SOVILTS HAVI GIVEN JOHN BRIWN THAT LONG YO COME UP wITH A
SIGNED COMMI TMENT PROMISING YIMELY DELIVIRY QF ALL FUTURE
TURBINES OR FACE L9OSS OF THE COMPANY?'S $10 MILLION PERFOR=-
MANCF BOMDy 4HICH IS 5 PIRCENT OF THEIR $208 MILLION CON™=-
RACT. ALTHIUSH THE FIRST BATCH CF 6 TURBINES FROM JOHN

'BROW IS NOT DUF UNTTL THIS JUNFa. THF PERFLRMANCFE ROND nf
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MOST SURYPEAN COMTRACTORS AN BE CALLED WHEN THERE IS
REASONAB.E IXPECTATION THA? PRODUCTION SCHEDULES WILL NOI
BE MET. JOAN BRINN NOW JISHES TO AVOID COMMITTING ITSELF
IN WRITING TO THI ADDITIONAL 15 YURBINES DUE YU BE
DELIVERED BY JANUARY OF 1983 WCCABE CLAIWS THE GE PLANT
AT SCHENECTADYy NEW YORKs 4AS SLOWED PURCHASI OF RAW
MATERIALS AND CUT BACK P2DDUCTION, AMD IS THEREFORE
UNLIKFLY T0 PRODUCE SUFFICIENT ROTORS TO MEET THEIR
SUPPLY AGPEIMENT WITH JOHN BROWN BY THIS JUNZ. JOHN BROMN
MEEDR THI AJDITIONAL ROTOR KITS THIS JUNZ 70 BEGIN WORK ON
THE “URBINES FOR COMPLETED DELIVERY BY JANUARY 1983, HE
NOTED THATy AS WwITH THE AEG CONTRACTs JOHN BROWN TAKES
DELIVERY OF THE ROTORS I4 THE US AND IS RESPONSIBLE ITSELF
FOR THE ZXPORT LICENSESe VYETs HI DID NOT FORESEE GENERAL
FLEC"RIC AN) JOHN BROWN SNTERING COURT OVEL THIS ISSUE AS
THEY HAVE A LONG AND CLOSE RELATIONSHIP IN WHICH COMMERCIAL
DIFFITENCES ARE ALWAYS SITTLEDe HOWEVERs <HIS RESTRAINT MAY
NOT BE THF ZASE WITH AEG WHICH IS IN DESPEXATE FINANCIAL
STRAITSe NJOVO PIGNONEs ON THE OTHER HANDy WAS A LARGE
COMPANY AND LIKE JOHN BROWY COULD FALL BACK ON THE
FINANCIAL RISOURCES OF A PARENT IF THE CIMPANY HAD TO CEASE
DPERATICNSS
[THE "EUROPEAN SoLuTIon® [/

6e MCCABE 4ND MCOOWELL HAD JUST COME FROM MZCTINGS IN
PARIS WITH MACHINDIMPDRTX AND THE OTHER MAIN EURCPEAN
CONYIACY)IRS, JOHV BROWN IS WELL CONNECYED IN YHIS BUSINESS
AND HAS BEFV SUPPLYING TUR3INES TO THE SOVIETS FOR OVFR 10
YEARS UNDER PREVIOUS CONTRACTS, MCCABE SAID THE SOVIETS
HERE PRESSIYSG THFE FURDPFEAN COMPAMIES TO CNHE UP MITH AN
ALTECHAYIVE MOM=ULSa PLAN WHICH HE SATD WAS SLOMWMLY TAKING
SHAPE s 4HILE JOHN BROWN HAS BEEN RESTRAINED BY HMG FROM
ACTIYE PARTICIPATION IN SUCH A SOLUTINN, THE GERMAN AMD
FREFNCH COMPANIES WERE MOVIMG AHEADe HE NOTED THAT THE
SQVIEYS JERZ BARGAINING FOP THIS WEUROPEAN SOLUTION® BY
AGREZING NOI YO PURSUE LEGAL MEASURES AGAINST THE FIRMS»
SEVEXAL JF 4HCM ARE IN A PJOR NEGOTIATING PCSITION DUE 10
SERINUS FINAYCIAL DIFFICULTIESe BOTH MEN WOTED THAT AEG,
LIKE THIMSZILVESe COULD NJT SURVIVE THE LDSS OF THE TURBINE
CONT? AC e

Te MCDOWELLy NOTING THE FRIENCH HAVE THE TECHNOLOSY THROUSH
ALSTHOM ATLANTIQUZ TG PRIDUCE THI ROTURS, ZAID THE FIRM IS
dﬁ?f'tv—ﬁrrrrﬁﬁ'fhvsg"nsafs Y0 FINAMCE A MAJOR INCREASE IN
ROTOR PRIDUZTION BEYOND 7HZ 40 SPARE RQYOR KITS WHICH THE
SOVIETS CONTRACTFD FOR TA40 YEARS FROM NOwWe HE SAID
ALSTHOM TOL) JCHN BROWN THZY MUST PLACE DROERS NOW IF THEY
WANTED TP BI ASSURED OF A& NON-AMERICAN SUPPLY FOR THE
FUTUEF . HOWEVER JUHN BRJWNy WHICH RECENTLY SIGNED A NEW
10 YZAR AGRITMEMT WITH 629 TURNED THEM DDdie AES IS
STUDYING THZ POSSIBILITY 0OF PRODUCING THIZI® OuWN ROTORS
MCDOWYLL SAID AEG OMCE WER: LEAD-RS IN YHE VURBINE BUSINESS
AND HE BILIZVES THEY CAN AGAIN DEVELOP YHE CAPACITY WITH
SOME QUALITY COMPROMISES AND DELAYSs MCCABE SAID HE
LEARNED "N FEBRUARY 11 THAT ALSTHOM QUIETLY wAS GIVEN THE
NECZSSARY ASSURAMCES BY THE FREMNCH GOVERUMZINT DURING THE

FRENCH=SNVITY NEGOTIAVIONS ON JANUARY 89 70O
SEAR LP FOR | ALE ROITOR PRODUCTIGN. MCOOWELL WAS

OPTIMISYIC )N THI ENGINEZIRING FEASIBILITY JF PRODUCING
USABLE (IF NNT FULLY COMPARABLE) ROTOR PARTS IN FURGPF.
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OTHE" SOVILC'T OPTIONS. |
8« MCCABE SAID THE SOVISTS COULD USE OTHER EXISTING
PIPELINE CA®ACITY TD MEET THE FIRST STAGZ GF THEIR GAS
CONTPACT OB_IGATIONSe (2SS0 EUROPEs A SHAAEHOLDER IN
MUHRGASy SE>APATELY CONFIRMED THAT POINT.) MEANWHILE
SOVIETS PRO3ABLY WILL COYTINUE CONSTUCTING THE MEw
PIPELINE AND MAY USEs FOY THE INTERIM, SMALLER CAPACITY
TURBIHES PRZ VIQUSLY TXPORTID TO THE SOVIST UNIONe
MCDOWEZLL SAID ON ALREADY CONSTRUCTED PIPILINES, WHERE THE
SOVIETS NEFOFD ABCUT 100 TURBINES, THEY CHARACTERISTICALLY
BOUGHT ABOUT 150 WHICH THEY COULD MNOW TRANSFER AND
CANNIBALIZE TO USE ON THZ NEW PIPELINE UNTIL LARGER
“URBINES BECOME AVAILABLZe THIS WOULD ALL%W THE YAMAL
PIPELINE TO OPERATE AT ABOUT 30 PERCENT CAPACITY.
9. MCDOWELL NOTZD THAT THI SOVIETS ARE ALuyU INVESTIGATING
THE PGSSIBI ITY CF A PROJUSTION ARRANGEMINT wITH SHE

ECHS e 4E ALSO SAID HE
RECENTLY LFARNED WITH GRZAT SURPRISE FROM 4 FORMER CLOSE
SOVIEY FRIFYD WHO WORKS A% AN INSPECYDR ON PIPELINE
CONSTRUCTINY THAT THE RUSSIANS ALLEGEDLY HAVE PUT TOGE THER
A LA°GE AER)=DEPTVATIVE GAS TURBINE PROYDTYP. FROM PARTS
AVAILABLE WITHIN THE SOUIFT UNIGN AND ARE EXAMINING THE _
POSSIBILITY OF PIODUCTIOV.
10. & THIRD MIXED OPTIDN 44ICH THE SOVIETS ARE SERIOUSLY
COMSIDERING IS "0 MAINTAIN AS CLOJSE AS POSSIBLE THEIR
PRESINT PIPILINE CONSTRUCTION SCHEDULE AND PLACE SMALLER
CAPACITY TURIBINES ALDNGSIDE THE UNCOMPLE’ED 5F ENGINESa
AS THE ROTOR KITS BECOME AVAILABLEs THEY COULD BE FASILY
INSTALLED IN "HE GE TURBINZS ON SIVE WITH LITTLE
ENGIMEERING DIFFICULTY AND THE COMPRESSION OF THE
PIPELINE RAISFD IN STAGES JVER TIME.

L3

[TONG YERY I4PACT OF U.S. SANCTIONS:)

11. MCCABF AND MCDOWELL VOTED THAT UeSe RESTRICTIONS COULD
CAUST UP 7O A TWO YEAR DILAY IN COMPLETING CONSTRUCTION OF
THE FIRST PH4ASE 0F THE PIPILINEs BUY THE SGVIETS
NEVERTHELESS WILL BE ABLI [0 MEET 6AS DELIVERY CONTRACTS.
THEY SAID T4E COST OF THIS DELAY TO THE Usse WAS THE
CﬁBI INIY T4AY L A g§£ SCALE PRODUCTION CAPACITY FOR AERO-
DERIVATIUE FURBINFS WOULD MOW SHIFT 79O EURGPL AND JAPANe
JOHW BROwNy WITH A NI4 LING TERM GE PRODUCTION AGREEMENT,
PEGREYS THIS SINCE IT BELIZIVES GE?S TECHNOLOGICAL AND
COST LEADERSHIP IN THE WDRLD MARKET HAS SUFFERED A
PERMAHENT SITBACKs THEY PREDICT COMPETITOALS ISE T
SPECTER OF “UTURFE UsSs EXPORY CONTROLS TC GAIN CONTRACTS
8Y EWGUING THAT UeSs PRODUCTS HAVE AN ADDIVIONAL
QEEERTAIHTY COSTe _
12, BOYH MIM ADDED THAT CONTINUED UsSe STHRICTURES WOULD
NOT DELAY SIVIET FOREIGN EXCHANGE EARNINGS OVER THE NEAR
TERM BECAUSI OF ALYERNATZ GAS DELIVESY GPTIONSe EVEN IF
UsSs SANCTIJINS ARE LIFTED DN UeSe PARTS IN EUROPE NOW
UNDER EXISTING CUNTRACTSy THEY ARGUE THAT THZ OVERALL
SOWIET PIPE_TMNE TIMETABLT +4AS ALREADY BEIN DZLAYED BY AT
LEAS™ ONE YZAR DUT T0 THZ NAQRDL WEATHER WINDOWS IN THE
USSR FOR TRANSPORTATION AN) CONSTRUCTIONe THEY REASONED
THAT CUR BEST CODURSE «0U.D OBTAIN BY ALLOWING EXISYIANG
CONT®ACT® T3 GO FDRWARDy AV THEN QUIETLY LEVERASING
FUTUTE TUPP_IES AND CONTRACTS TD SPECIFIC CHAMGES IN
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SOVIEY BTHAUIORe THEY SAID THE NATURE 0% 7HE UeSe

APPRDACH TD DATE HAS ALISNATED BCOTH FURDPEAN COMPAMIES

MD "HEIX B)VERMMENTSy Sz VIR STRAINED £CONOMIC AND
POLITICAL RILAYINNSHIPSy AND DIVSRTED THT INTENDED FOCUS
FROM SOWIET ACYIONS IN PJIANDL HE SAID {HE ZUROPEANGS
AERE DETFRMINED 7O GO FORWARD 4ITH SOME PURCHASES OF
SOVIZ™ GAS 3ECAUSE OF CONCEIRN ABOUT ALGERIA®S RELIABILITY
AS A SUPPLIIRe

13, IN A SEPARATE CHAMCZ CONVEIRSATION IN EARLY FEBRUARY

BETWFEN TMBASSY AND ONE OF GE EUROPE?®S LEGAL
REPRESENTATIVFS (PROTECY)y LATYER SAID T4AT MANY OF THE
GE PRODUCTIIN AGREEMENTS WITH EUROPEAN FIRMS ARE UP FOR
REMEWAL IN 1982. HE ANTICIPATED VERY DIFFICULT
NEGSOTIATIONS ON SUPPLY ASSURANCES FOR THOSE COMPANIES
WILLING YD RENEW. OTHERS ARE LOOKING AY SUPPLY
AGREFMENTS 4ITH HITACZHI9 ANOTHER MAJOR GE COMPETITOR,
BECAUSE NF QUESTIONS FROM THIRD MARKEYS aBOUT THE
SECUYITY OF UaSe SUPPLIERS. LOUIS
NNNN

NNDD
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